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Social Security: Taxation of Benefits

Summary
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Social Security: Taxation of Benefits

Introduction
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! RailroadRetirement Tier | benefits are paid to a qualified railroad retiree who has met the quarterly work
requirements for Social Security benefit eligibility. The retiree receives Social Security benefits based on the work
history that qualified the rete for Social Security benefits, athe retiree receiveEier | benefits based on both the
Social Security and railroad work histories. The actual Social Security benefits received are subtracted from this
calculation of Tier | benefits to get actual Tidbenefits. SeeCRS Report RS2235Railroad Retirement Board:
Retirement, Survivor, Disability, Unemployment, and Sickness Behefliss report, references to Social Security
benefits generally ab apply to Tier | benefits.

2Larry DeWitt, “Research Note #12: Taxation of Social Secur
Office, February 2001, &ittps://www.ssayovhistorytaxationofbenefits.html

3 TheRailroad Retirement Boaydn independent federal agency, administers retirement, survivor, disability,
unemployment, and sickness insurance for railroad workers and their families. The Railroad RetireeathioAizes
retirement, disability, and survivor benefits for railroad kevs and their familieginanced primarily by payroll taxes,
financial interchanges from Social Security, and transfers from the National Railrdeirieat Investment TrusEee
CRS Report RS2235Railroad Retirement Board: Retirement, Survivor, Disability, Unemployment, and Sickness
Benefits
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Social Security: Taxation of Benefits
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4 For additional information on calculating taxable Social Security benefits, se®B&p8ctment of the Treasury,

Internal Revenue Service, “Social Se cPublicationy91%anh d Equi val ent
http://www.irs.govpubirs-pdf/p915.pdf The termprovisioral incomeis not defined in the Internal Revenue Code but

was referred to in the conference report accompanying the Omnibus Budget Reconciliation Act Bf1L9B3B366),

which established the secotidr threshold. See U.S. Congress, Committee on the Budgetibus Budget

Reconciliation Act of 1993 onference report to accompanyR. 2264 103" Cong., Ftsess., August 4, 1993, H.Rept.

103213, (Washington: GPO, 1993), p. 5&https://www.finance.senate.gawb/mediadoctonfrpt103213.pdf

5 Adjusted gross income (AGI$ the main measure ofcomeused when computing income taxébe Internal
Revenue Service refers to provisional incomenasdified adjusted grosacome SeelRS Publication 915or details
on the sources of income includeddomputing provisional income.

8 Interest on qualified U.S. savings bonds used to pay certain educational expenses is exempt from federal income
taxation.

“The base amount is zero for married 1indevesthdtthal s filing se
family should be treated as the integral unit in determining the amount of social security benefit that is included in

gross income under this provision. If the base amount for these individuals were higher, couples who are otherwise

subjectto tax on their benefits and whose incomes are relatively equally divided would be able to reduce substantially

the amount of benefits subject to tax by filing separate r
Social Security Act Amenemts of 1983report to accompariy.R. 1900 98" Cong., ® sess., H.Rept. 985 Part 1

(Washington, DC: GPO, 1983), p. 24 hdips://www.ssa.gowistorypdf/Downey%20PDFs/
Social%20Security%20Amendments%200f%201983%20V0l%201.pdf
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Social Security: Taxation of Benefits

If provisional 1 ntcioamre tibr dschoviedaarahmbdriEsdh eodadsconmd
(f osri nfgildee s $fdodra OO De d ¢ oh p)h,g tjhoe narhoyunt yof Soci al
benefits subject 5t00% toafx Siosc itahle Sleecsusrfirt yo fb e(nle)f i t s
provisional income in excess of the first threst

Iproviisnommd 1s ablHawe ttstheatelschoodnmddunt of Social Se
subj tax te lesser of (1) 85% of benefits or
second thre 1 d, plfuosri hffik)eesmmsa 1 8 6eynOr Oof0fi e)iear)s $ 4, 50 (
or (b) 50% benefits.

Because the thresbhbbDilldi d grs enpvadria €ad tatnplp at yilknze

during the tax year is $0, the taxable benefits
Security benefits or 85% of provisional 1ncome.
or wa gtehlf.gghlsew mmari zes the thresholds and calcul at
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Table 1. Calculation of Taxable Social Security and Railroad
Retirement Tier | Benefits

Taxable Social Security and
Provisional Income 2 Railroad Retirement Tier | Benefits

Single Taxpayer

(A) Lessthan $25,000 None

(B) $25,000t0 $34,000 Lesser of(1) 50% of benefits or
(2) 50% of provisional income above $25,000 (maximum of $4,500)

(C) Greaterthan$34,000 Lesser of(1) 85% of benefits or
(2) 85% of provisional income above $34,000 plus ambuoni line (B)

Married Taxpayer

(D) Less than $32,000 None

(E) $32,000to $44,000 Lesser of(1) 50% of benefits or
(2) 50% of provisional income above $32,000 (maximum of $6,000)

(F) Greaterthan$44,000 Lesser of(1) 85% of benefits or
(2) 85% ofprovisional income above $44,000 plus amount in line (E)

Source: Internal Revenue Servi¢iRS) Publication 915,Social Security and Equivalent Railroad Retirement

Benefitsp
a. Provisional income is adjusted gross income plus certain income exclusisris0gtuof Social Security
benefits

The t wo iefixaabidpel Eastrat $o hSoeawd utraixtayp lbeenef it s may be

s i n(gnloen marrertisiérde)et he e xa mpl e sa,t Jloehans ta n6d2 Maerayr sa roef

recelivieb0annual Soci%lohSe dSaosd itnaolnb S a @ dne it to ¥

$2 ®,0,0h e rMaarsy h-Soecmnoh Secu$rb 0@ ®ismcpornoev iosfée omal i nco

t weénrbhoseamdeér t,hrreesshwlitdisng in taxable Social
Brx.aMasrey pr ovi s iiosn ahli gihnedso ntelkd ® eJdesh# her second

be
$§1,
threshold, a larger amo¢B88, 687hé60)SosiabbpectrtirHt

8 The $4,500 and $6,000 amounts are the maximum taxes fiirsthiger calculation, antheyare equivalent to 50%
of the difference between the firsind secondier thresholds.

9 Information on monthhBocial Securitypenefit paymentis availablentheS o ci al Security Administrat
Monthly Statistical Snaghot athttps://www.ssa.gopblicy/docsfjuickfactsstat_snapshat/
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Social Security: Taxation of Benefits

taxation. Becaus e -Sofcitahhe Sdicfufreirteyn & Sneccoimmel, n olnd . 7 %
Secubreinteyfi ts are subject to iaMermy Thaxad mownt cofn
income tax dwowdm thadiaddey Soci als Séetunueci myndbednsedpdr
throufgldetrlad i nc dbmes etda o msh ¢t shtedim x a b1 emairngci onmel atnmad t
rates.

Table 2. Calculation of Taxable Social Security Benefits for Single Social Security
Recipient s with a $ 17,500 Benefit and Different Levels of Other Income :An Example

Step 1: Calculate Provisional Income John Mary

Other income $20,000| $30,000
+ 50% of Social Security (assuarualSocial Security benefits ard 5500 $8,750 $8,750
= Provisional income $28,750| $38,750

Step 2: Compare Provisional Income to  First-Tier Threshold

Firstier threshold $25,000| $25,000

Excess ovefirst-tier threshold
Lesser of
Provisional incomeninudirst-tier thresholdor $3,750 $9,000
Differencebetween firstand seconéier thresholds [$9,000]
First tier taxable benefitsquals
Lesser of
50% of benefiter

50% of excess over first tier

$1,875| $4,50¢

Step 3: Compare Prov isional Income To Second-Tier Threshold
Secontler threshold $34,000| $34,000

Calculateexcess over second tier

. . . . $0 $4,750
Provisional incomeninussecondtier threshold
Second tier taxable benefits
85% of excess $0 | $4,037.50

Step 4: Calculate Total Taxable Social Security Benefits

For John: Pvisional income is less than $34,080 total taxable benefits equal first tier
taxable benefits.

For Mary: Povisional income is greater than $34,080,total taxable benefits equal the
lesser of

85% of Social Security benefits§%4,875 or

First tier taxable benefitplussecond tier taxable benefi($4,500 + $,037.50=
$8,537.50

Note: The amounts shownére for John and Mary are the taxable portions of their annt
Social Security benefits. The amount of taxes paid on their taxable Seciatity benefits
is determinedseparatelypased on their other taxable income and their marginal tax rate

$1875 | $8,537.50

Source: Congressional Research Service (CRS).

a. The maximum amount of first tier taxable benefits is 50% of the difference between the segwhfirst
tier thresholds ($34,000 $25,000 = $9,000 %60%-= $4,500)

Congressional Research Service 4



Social Security: Taxation of Benefits
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Social Security: Taxation of Benefits

Figure 1.Taxable Social Security Benefits as Annual

Non -Social Security Income Increases

(for single etirees with four different anounts ofannual Social Securitghefity

Taxable Social
Security Benefits
$25,000 -
After 85% of benefits are taxable,
no further increase in taxable .
$20,000 - benefits (flat parts of lines) .._."
pmm———mm———
4
. l,
$15,000 ~ Mary (from R
Table 2) oS
John (from /-___
Table 2)
$10,000
In second tier, 85% rate
$5.000 - applies (steeper lines)
In ﬁltst tier, 50% raife $4,500 of 'I‘
applies (less steep lines) taxable benefits
$0 T T T T T T T T
$0 $5,000 $10,000 $15,000 $20,000 $25,000 $30,000 $35,000 $40,000 $45,000
Taxable Non-Social Security Income
Social Security Benefit Amount:
— 510,000 = $15,000 === 520,000 @ eseses $25,000
Source: CRS.

Notes: Once provisional incomé@axable norSocial Security income plus half of Social Security benefits)
exceeds the firstier threshold of $25,000, each additional dollar of R®acialSecurity income results in 50
cents of additional taxable incom@nce provisional income exceeds the secdiat thresholdof $34,000, when
taxable Social Security benefits equal $4,8@@h additional dollar afon-Social Securitincome results in 85
cents ofadditionaltaxable incomereflected in the steeper lines

=0t Yoy BT o ~B5 T
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Social Security: Taxation of Benefits

A's

noted

aboorgagxive hei s dde s s

thamblthebmadamd ¢ omlad

additional tax owed equals the addd tmomgilndglaxabl
tax rate.
Figure 2.Taxable Social Security Benefits as Total A nnual
Social Security Benefits Increase
(for single etirees with three different anounts ofannual norSocial 8curityincome)
Taxable Social
Security Benefits
$25,000
$20,000
$15,000 -
Mary (from -
Table 2) _-"
. - -7
$10.000 - -
Wt - -
- * - ’*
- _ - - -
ot - lohn (from
$5.000 .- Table 2)
.t ~ /
.".. - -
ot -
..~"’ -
$0 P . . . . ! i i i . . . .
30 $2,500  $5,000 $7.500 $10,000 $12,500 $15000 $17,500 $20,000 $22,500 $25,000 $27,500 $30,000
Total Social Security Benefits
Non-Social Security Income
— 520,000 == == 530,000 seeses $40,000
Source: CRS.
Notes: For any fixed amount of neBocial Security income, the amount of taxable Social Security benefits
increags as total Social Security benefits incred$e slope of the lines vasbecause theamount of Social
Security benefits that is taxable increases at varying rates as total benefits increase.
For the samBodtdeabkblScolirnbecncpdomy badefBSoptsala ma
will have lower taxable Social Sechiirg@ayedbene fit s
Figdde not reflect the impact of taxation on a n
Special Considerations
The applicat itoanx abtdirotmh b ar ymat ghpPpwa i al conFhadseaations
incl udseunh udmps t ri buti on’sc,0o mpemas wihda b imnoant rveosnikdeer rs t
al i’eme a,t memdwiwtahgheo ]l dE@a gl i diesr adiisocnus sed in more de
Appendi xx his report
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Social Security: Taxation of Benefits

State Taxation

Al t hough the Railroad Retirement Act p,rohibits s
including taanxya bflbed ale(4elfl §l .2QB. 1,mM))s t ates may tax Soci :
benefits In general, state personal 1income taxe
federal adjusted gross 1ncome, afse dae rbaclg itnanx anbgl ep oi
fo state income tax calculations. tAdtedfpohesenb
of Social Security benefits. States with these
an adjustment, or subtradtlromdf remiirraneme (bem etfa
also make an adj dtsitenefhdt dkreadl 18 ti @t PHLecur oty bene
do not begincatl autvwiatihnh otnhnees et afpde radhs t aaxd vad giens w
cal cul adt ioonn ibnacsoeme by source. The state may then
benefitsinocmeudtdtion.
As s howabh3d iem xe a2r0 2306 t ates and the District of Col
Security benefits fr onhwtlset eastteast et apxe rasloln aolr ipnacrotme
Security benefits but di fofnsert £forésltndhwt hfee dfeerdaclr a1l g o
governmée¢mtx itmeat ment of TShoec iraelmaSienciuhrgi vteye vbeenn esftiatt:
personal 1income tax.

Table 3. State Income Taxation of Social Security Benefits, Tax Year 2020
Thirty statesand the District of Alabama, ArizondrkansasCalifornia, Delaware, District of Columbig
Columbia exempSocial Security Georgia, Hawaii, Idaho, lllinois, Indialwaya, Kentucky Louisiana,
benefitsfrom income taxation Maine, Maryland, Massachuseatighigan, Mississippi, New Hampshir:

New Jersey, New YorkiNorth Caroling Ohio, Oklahoma, Oregon,
Pennsylvanjgouth Carolina, Tennessee, Virginia, Wisconsin

Twelvestates tax all or part of Social  Colorado, Connecticut, KansaklinnesotaMissouri, Montana,
Security benefitbut not the same as  NebraskaNew Mexico, North DakotaRhode Islandvermont, West
federal taxation Virginia

One state follows federal taxation of Utah
Social Security benefits

Seven satesdo not havean income tax AlaskaFlorida, Nevada, South Dakota, Texas, Washington, Wyomir

Sources: Rick Olin, Wisconsin Legislative Fiscal Burdadividuadincomelax Provisions in the States
Informational Paper 4, Janu@§19 available ahttp://docs.legis.wisconsin.gmisclfbiinformational_papers/
january_ 2019004 _indvidual_income_tax_provisions_in_the_states_informational_paper_ATjzof
Foundation, Does Your State Tax Social Security Benefjia®ailable ahttps://taxfoundation.aykstatesthat-
tax-socialsecuritybenefitsf and AARP,How is Social Security taxed®@vailable alttps://www.aarp.org/
retirement/socialsecurityfuestionsanswerdtow-is-sstaxed/

Growth in Social Security Ben

Taxation

Hi storical dat2078hom trf@db etrheaomid hpercentage of b
subj¢taxatoon of Social Securcictayhgbereatwifsiitenals gr o1
income tuhsreeds hdoeltdestranx smleh ¢ heodr bemetf it sdexed for i
wage ghabwseh o wst htehaptercentage of all tax returns
benefits has gr o whnI%iro0RI A . ¢ he i,h g G438 ¢h ® awtste hteh a t

10 States that tax Social Security benefits generally tax up to the federally taxed amount.
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amourntaxmafble Social Security benefits as a perce
has grown fromd3%92G2 in 1999 to

Table 4.Income Taxation of Social Security Benefits, 1999 -2017

Taxable Social

Percentage of All Tax Security Benefits as a
Returns with Taxable Percentage of All
Social Security Social Security
Year Benefits Benefits
1999 7.4 19.5
2000 8.2 22.1
2001 8.3 21.7
2002 8.2 20.6
2003 8.4 20.8
2004 8.8 224
2005 9.4 24.0
2006 9.9 26.4
2007 10.5 28.6
2008 10.5 27.3
2009 10.9 25.9
2010 11.3 27.2
2011 115 27.8
2012 12.3 28.9
2013 12.6 30.0
2014 12.8 30.8
2015 13.1 31.3
2016 13.3 314
2017 13. 2 33.¢

Sources: CRS calculations froifRS Statistics of Income Bulletin Histdidtdd1, at https://www.irs.gostatistics/
sottax-statshistoricattable-1; IRS,SOI Tax Statsdividual Income Tax RetuPnsliminary Datalablel, at
https://www.irs.gostatisticsortax-statsindividualincometax-returns; and Social Security Administration,
Office of the Chief ActuaryTrust Fund Tables, OASI and DI Trust Funds, Cdr@bihadd laterat
https://www.ssa.gogAct/STAT Stable4a3.html

a. IRS data for 2013@re preliminary 2017 is the most recent year for which dedee available

e CongressionalesBtuidtgette 4T % cef (LBOi)al Security
5.5 million people) were affected by the 1incor
M"That share has almost doubkliadisisnoverk9 a&,f ewh e
xationPAX0BvaedltSecurity akhdnpymadijst hatt dtolme ( SSA)

11 Congressional Biget Office( CBO) , “Effect of Taxing Social Security Bene!/
Year 2014, ” F btips//wwawclyo.gayiublicatto649949
12 |pid.
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Social Security: Taxation of Benefits

share will coméeiadtblledt @ fr Soejawi Skcurity benefici
income tax on thetis S®ci@i0OSecurity benefi

Federal ThnesmOwWeodiamad Security
Benefits by Income Level

Federalt aixncloameb$Sddital Senoareayebd'wet §Bsemwo me .
t htaloeve pa b ] s h a eSdocoifal bSenccurwiitdyptalbbdltc d e r al 1 ncome

taxes projected Amo®Bgcodadb%Sewcu2@t2Hx phweimteervi tharies
economic income 1| es sprtohjaenc &$d5d0h thoth raxrddyBh s har e i s
shairse projectedsowmdmcome categorids aphoyjected, ¢
reachamdB8g%ial Securittga enmietwi thaecoenomnc 1 ncome
between $100, 000 and $200a,no080gciim 12 0S2%0,urgaciyng empe
ihaxpayer units with economic income over $1, 00C
The §$SA015 analysis projectladnd¢ehinedi, ammohamialile S
percentage of Social Security benefits owed as t
among beneficiary families in the lowest quartdil
beneficiaries®in the top quartile.

BPatrick JconPeurTeaexlels, onl nSocial Secur i t-§2 Dkeemef2Di5,schait SS A, Iss
1, athttps://lwww.ssa.gopblicy/docsissuepaperg201502.html Note that the unibf analysis differs between the

CBO analysis (Social Security beneficiaries) and the SSA analysis (Social Security beneficiary families), though the

analyses are similaonceptually.

14 Tax liability is the total amount of tax owed in a given period bgxaayer unit. In this context, federal income tax
liability on Social Security benefits refers to the total amount of federal income tax owed on the portion of a taxpayer
unit’s Social Security benefits that is subject to federal

15The Jont Committee on Taxation definesonomicincome o i nclude “the annual flow of al
command of an individual anderagré&sSpesidncahdyyi duahdmicto
(1) taxexempt interest, (2) employer contributions for health plans and life insurance, (3) employer phgrelof

taxes (4) workefs compensation, (5) nontaxable Societ&ity benefits, (6) thealue of Medicare benefiia excess

of premiums paid(7) alernative minimum tax preference items, (8) individual share of business taxes, and (9)

excluded income of U.S. citizens living abroadint Committee on Taxation (JCBackground on Revenue Sources

for the Social Security Trust Funds, J@%19, July 24,2019, athttps://www.jct.gowublications.htmlifunc=

startdown&d=5216

YpPatrick J. Purcell, “Income Taxes on -02®ecembl201$e curity Bene
charts 2 and 5, dittps://www.ssa.gowblicy/docsissuepapergg201502.html Note that the unit of analysis and

definition of income in this study are different frahe concepts in the Joint Committee on Taxation estimates in

Figures 3 and 4.
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Figure 3.Federal Income Tax Liability on Social Security Benefits as a Percentage of

Social Security Benefits , by Taxpayer Unit Income Category

(projected for 2020
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Source: CRS calculations from Joint Committee on TaxatiBackround on Revenue Sources for the Social
Security Trust Funds,-4GX9, Tables 9 and 10, July 24, 201%&#ps://www.jct.gogublications.htmf@nc=
startdown&id=5216

Not es: Taxpayer units include nonfilers, but exclude dependent filers and returns with negative irfidoene.
income concept used to place tax returns into income categories is adjusted gross income plusgX@rapt
interest, (2) employer contributions fordalth plans and life insurance, (3) employer shamagfolltaxes (4)
worker - Yompensation, (5) nontaxable Social Security benefitshédyalueof Medicare benefit; excess of
premiums paid(7) alternative minimum tax preference items, {@&)ividual share of business taxes, and (9)
excluded income of U.S. citizens living abroad. Categories are measured at 2020 levels.
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17 Social Security taxpayer units are those federal income taxpayer units that owe federal income taxes on their Social

Security benefits.
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Figure 4.Average Federal Income Tax Liability on Social Security Benefits Among
Social Security Taxpayer Unit s, by Taxpayer Unit Income Category

(projected for 2020
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Source: CRS andoint Committee on TaxatiorBackground on Revenue Sefwcehe Social Security Trust Funds,
JCX41-19, Table 9 July 24, 2019, ditps://www.jct.goypublications.htmf@nc=startdown&d=5216

Notes: Social Security taxpayer units are those federal income taxpayer units that owe federal income taxes on
their Social Security benefits. Taxpayer units include nonfilers, but exclude dependent filers and returns with
negative incomerhe income concept usel place tax returns into income categories is adjusted gross income
plus (1) taxexempt interest, (2) employer contributions for health plans and life insurance, (3) employer share of
payrolltaxes (4) worker - Yompensation, (5) nontaxable Social Sagurenefits, (6xhe valueof Medicare

benefitsin excess of premiums paiflr) alternative minimum tax preference items, (8) individual share of

business taxes, and (9) excluded income of U.S. citizens living abroad. Categories are measured at 2020 levels

I mpact on the Trust Funds

The proceedusp ftroo 8600t% zolifn § Re ut b § d alR &lird nle fmie tn ¢
for beneficiaries with ptrioevri samd aske ddamd mbobeds we c
crediStoecdi atlo’sS etcwior ifteymhddd-Age and Survivomsndlnsuranc
Disability Inswsraanmidocd e( Rla)i ltrromsdt Rfetnd ement syste:
source of the benefituyp ttaoxbBebn%ffBiftosbead i1 L1 amieasxi
prowiasli d ncome aboeore thre skbokMddieldlt e ast fund

1 2091 the OASclolalnedc tDilvel y rterfuesrtr efdui ntdos awse TrQ@A SDIle)d i t
$36 .b5i 1 fiom taxatiod3m%odf btethee flad sfisneome from t he

18 Board of Trustees of the Federal Ade and Survivors Insurance and Federal Disability Insurance Trust,Funds
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taxation of thremwtfd ® bvh $28 .b8ihlel iTBB¥0o f t ot al HI fund
incdma 08] Rahiel Reotaidr e me n t syst e$f Swialsl icormeadvi ¢ mude wi t h
from taxation of RailrmrepdcRemitichipe mtbeThiteort all bene
incéme.

As notedcalmowee,t he 1 ncome t hrteshothilhese usf dbde¢ we et s
not indexed for iinfdamd otna was wamgeb gmnofwvitths will b
importaofasxondeowenBeoscial Seclum i720d &% litoMeedi car e .
tofSatial Secwasalyj benect@abdEBMe et athkamta t e d
opowitlilo ni moorr eea5stOayno2?T4hée 1 nc amd lteaxBeesd i it om
curity benefits aie @krosjse cdtoemk GORI cE @Pkr o dfurcam (0 . 2
3% of20G8Pandcd 0. 4% 3f GDP in 2078
d
e

er the intermediSotced ads Se mpltr degenss P j Medi ¢ hnaat
Infeexatr s ,t dxneo mwi 1314% gB owi 1 stha c v e%llyn

ad d i ttiheen s hcaornet ivmirdpwd 7%b y 2 F% r Meidncame,tax on
benefits tacst aal srheaweenauwdefst ®F %8 @ 092“The 2020
intermediate assumpt i o’musn dreerfslteacntd itnhgeaaHd aSrod iocafl TSr
Mediaarehe start of 2020; they do not include pc
2019, o4 9COVID

Hi story of Taxing Social Secu:

Un
b a

t il 1984, Social Security benefits were exempt
sed on rulings made in 1938 and 1941 by the De
Revenue (the predecessor of buhree alun tr8wlaniiamdg Roenv e n u ¢
Secupraiytnye nt s viewed benefits as being for genera
payments to income taxation would®be contrary tc
d
v

Un
go

er these rules, t hbec nterfei at tsmewnats osfi mS ol caira 1t oS et chuar
ernment transfer payments (such as Aid to Far

2020Annual ReportApril22,2@ 0 (hereinafter < O220AnhualRepoit)d of Trustees,
https://lwww.ssa.goaad/TR/20204r2020.pdf and CRS calculation®f the $36.5 billion, $34.9 billion was credited to

the OASI trust fund and $1.6 billion to the DI trust fund (totals do not necessarily equal the sums of rounded
components).

19 Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds,
2020Annual ReportApril22,2 020 (hereinafter “ HI2020AdnualRdpaitBo aatds of Trust e
https://www.cms.goviles/document2020medicaretrusteesreport.pdf

20 United States Railroad Retirement Boatd19Annual Reporthttps://rrb.govéitestiefaultfiles/201911/
2019%20ANNUAL%20REPORT_0.pdf

21 CBO, The 2016.ongTerm Budget OutlogKiuly 2016, p. 60, dtttp://www.cho.govgitestiefaultfiles/114th
congres20152016feportsb158GLTBO.pdf.

22 CBO, Supplemental Information to The 2019 Lefgrm Budget OutlogKrable 6, June 2019, at
https://www.cbo.gowystemfiles/20190751119CB0O-201906-Itbo.xIsx

23 CRS calculations based @ASDI Board of Trustee2020Annual Reportathttps://www.ssa.gowactTR/2020/
tr2020.pdfandS o ci al Security Admini st r @mponants of Anhualiincame Rafest he Chi e f
20200ASDI Trustees Repart” httpst//www.ssa.go@ACT/TR/2020/V_B_LRest.html#506020

24 CRS calculations based &t and SMI Boards of Trustee®)20 Annual Reporathttps://www.cms.goviles/
document2020medicaretrusteesreport.pdf

25U.S. Congress, Senate Committee on Finahar Free Status of Social Security Benefiépprt toaccompany
S.Res87, S.Rept97-135, June 15, BA.
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Security Haerceofnet s bmblinedge ne Aet. B Thi s was in sharp ¢
thenrrerdftorr vuledass rement benef it de duenrdaebre €pvrvicvkat e p e
RetirementanSdysaotehmner goverBmart i passpftinemodhsptl @amss.

were fully taxable, except for thde Ipiofret i on of t c
expectancy) attr i’sbuotvanb lceo nttor itbhuet ieommpsl otyoe et he s yst
she had already paid income tax)

Currently (and as 1inth®©®4¥prckemtdreirb Stoicdm 1t S etchier ist
of the poffroildldl tpxkneoewn as the Federal Insurance
amount the worker pays into the Social Security
determine income subject to the fedesal 1income t
contributions to the systemsamge osnst th@ewmiede mad 7
deductible fsomustshamesmpli ayomeé’'Consae qhhenitdgss nex p e
the emproybhe employer pasyscdunttifioinb.on t he empl oyer
The 1979 Advisory Council beradeei 8bcbSatuSecurdcory
are based on earnintghe i h94bveulidng mpd o ywmemng and
of private pensions watsr ecasStonomrge | a P ¢ c%0Iphret w t b e me fl & 1
council estimated that the most anyone who enter
taxes during his or her 1ifetime would equal 179
ultimately reoeiste .an(yThinsdiwasdutaHe would pay; 1in

make payroll tax payments amounting to substant:i
Because of the administrative difficulties 1invol
indiduahbhntden étfaatviongd more of the benefit than mos
appr optrhicatcecouncil recommended ibemtedaldt tbleatt alkaldf

justified thi% oruagthi’g madst nasc emaltdteddra woift h ¢ henpior t i o
tax (theé empalreeyyeron which inédome taxes had not b
The c’spasciiothti admSgoci al Secaanttrya shtheadd fwihhtsh Nati onal

Commi ssion on Social Security, established by Co
197PI. (2 )5 The commission diod tnoti,ncilmdiet sa Ir%&lo mm
to tax SocialAlSeoc uirni tly) 8ble, n et fhiet d5.¢ n actaclolp hvsosteed oaf r
98 aganacltegigsl ation to tax Social Security bene
benefits twaomoludntbet ot aan benefit ctt xhamgetfoimtlsdng t ha
under mi ne o lcdoenrf iAdneermrciec ains t he Social Security pr

26 Most federal civilian employees hired before 1984 are covered by the Civil Service Retirement System; those hired
later are covered by thlieederal Employeéfketirement Systen5eeCRS Report 9810,F e d e r al Empl oy e e s ’
Retirement System: Benefits and Financing

2 Employers can generally deduct the amount they pay their employees for the services they perform, including wages,
salaries, bonuses, commissions, and other noncash employee benefit programs (e.g., accident and health plans,
adoption assistance, cafetgoians, dependent care assistance, education assistance, life insurance coverage). See IRS
Publication535,Business Expenseat https://www.irs.govyubirs-pdf/p535.pdf

28 Under the SelEmploynent Contributions Act, seémployed workers pay the full 12.4% payroll tax, but to ensure
parity with FICA, half of those payments are exempt from income tax.

29 Statement of Henry Aaron, Chairman of the Advisory Council on Social SednrityS. Congres, SenateSelect
Committee on AgingHearings Before the Committee on Retirement Income And Employment, Oversight on
Recommendations of the 1979 Social Security Advisory Co8tRRépt96-230, March 11 and 13, 1980, p. 13.

30 Social Security Administratio (SSA),Social security financing and benefiieport of the 1979 Advisory Council,
1981, pp. 6465.
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Resolved That it is the sense of the Senate that any proposals to make social security
benefits subject ttaxation would adversely affect social security recipients and undermine
their confidence in the social security programs, that social security benefits are and should
remain exempt from Federal taxation, and that the Nisetenth Congress will not enac
legislation to subject social security benefits to taxation.

The National Commission on Soci dbr Semcsupanty Refor
Commi ¥ gaipoopmi nted by President Reagan in 1981, re
beginni8mg 1500 % ©f Social Security cash benefits

be taxable for individuals whose adjusted gross
exceeded $20,000 for a single taxpraoggcceeae dasndo f§2 5, (
such taxation credited3®het commosisdlonSeddur ntoy tn
provisions for sndhaxi cg mtmhae st lomneSsokcoiliadha tSeed utrhi atty |
benef iwwoiualrdi ebse subject ho ¢ammitdomowmfablmewhd¢cdge
propos &nlo thpahdo bal tlmg t ime opl e with i1income at the th
significantly higher taxe,s btuhta nt rtuhsotseed wihtaht ointl yw
rectified during. the legislative proces

P

mmi ssrecommendation to tax Social dSeaxlulry t

% of benefits. The formula calculated tax
the excess prfotihsei d mixkipeasylea o dne f asfi enfg?l Jeg 0 6 0
d S$32omr®d O ffii@dkr Provisagomal ed nax & jme sptleuds gtraoxs s

- 0 ® O L= o
5 X B OB OB

e House Ways & Meeadhse G oxrhrhiotwtieneg r epor

Your Committee believes that social security benefits are in the nature of benefits received
under other retirement systems, which are subject to taxation to the extent they exceed a
worker aftertax contributions and that taxing a pon of social security benefits will
improve tax equity by treating more nearly equally all forms of retirement and other income
that are designed to replace lost wages (for example, unemployment compensation and sick

pay)+
The Senate FimamatreheCd nunhil totwei en g

... by taxing social security benefits and appropriating these revenues to the appropriate
trust funds, the financial solvency of the social security trust funds will be strengthened
By taxing only a portion of social securind railroad retirement benefits (that is, up to

31U.S. Congress, Senatkresolution expressing the sense of the Senate that the Congress not enact legislation to tax
Social Security benefits, and fother purpose®7" Cong., F' sess.S.Res. 87S.Rept. 97135 (Washington, DC:
GPO, 1981), p. 2.

32 SSA Report of the National Commission on Social Security Reftanuary 1983, pp-20 through 211, available
at http://www.ssa.gowistoryteportsgspan.html

33U.S. Congress, House Committee on Ways and M&atsal Security Act Amendments of 19@port to
accompanyd.R. 1900 98" Cong., ¥ sess., H.Rept. 985 Part 1 (Washington, DC: GPO, 1983), p. 24, at
https://www.ssa.gowistorypdf/Downey%20PDFs/
Social%20Security%20Amendments%200f%201983%20Vol%201.pdf

34 Unemployment compensation including benefits paid by the Federal Unemployment Trust Fupdtatestor the
District of Columbia is reported on IRS Form 168%nd is taxable as other income on IRS Form 1040. For additional
information on the tax treatment of unemployment compensation and sickness and injury benefits, see the sections on

enacting the 1983 Polca Ja9l8 Semwgirastsy aAAdnemtdend ntt Is e

y bei

cretheetdaxable 'phimsmoame rose above the threshol

abl e
(

1 nc(

empt interest plus TeWfaSaciabomecexcl ysbhbome f 1

“Unemmleat Benefits” and “Si c Rublication525,fiadablé and NontaxabBe ne f i t s ” i n

Income athttps://www.irs.govpubirs-pdf/p525.pdf
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onehalf of benefits in excess of a certain base amount), the Commbit@ssures that

lower-income individuals, many of whom rely upon their benefits to afford basic

necessities, will not be taxed dwetr benefits. The maximum proportion of benefits taxed

is onehalf in recognition of the fact that social security benefits are partially financed by

aftert ax employee contributions. The bill’”s method
those taxpayergho have substantial taxable income from other sources will be taxed on

a portion of the benefits they recefie.

In 198983A Ofdice of the Actuary estimated that, i
ial Security, thiealka$Seouniftyopayremploayres Soae
ent recipients (in 199y woukdérbe jappr ext ma f
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posed it only after provisidnGl&ri nfgibdaxer se x c e e d ¢
d §$ 4f0opr® O ffii ) ®hres conference agreement adopted th

o =g OC/)"O"UH SDC/J""OOOEO‘Q"’(D'—‘UJ"U
B35 WOOoO"TES 005 WLWO0 DX OO -
—
o

35U.S. Congress, Senate Committee on FinaBoeial Security Act Amendments of 1983, report to accom@ariy
98" Cong., Fsess., S.Rept. 983 (Washington, DC: GPO, 1983), pp-26, athttps://www.ssa.gowistoryfpdf/
Downey%20PDFS8ocial%20Security%20Amendments%200f%201983%20V01%202.pdf

36 Unpublished memo from Stephén Goss, Social Security Office of the Actuary, April 7, 1993. The ratios were
computed using nominal dollar values for both taxes and benefits.

37 |bid.
%3ee section on “Benefits GRS RaphrtR42088BociakSecurity Pimemi 1y Me mber s ”
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taxation of Social Security benefiftostri pgloevi si on e
fidenamd § énta, rOrDi0)d r s

President Clinton signeB. It h6ehl Gukna sAuwrgeu. sitn t1o0 ,1 alw) 9(3e
Al t hough other changes in tax 1 awm hSaowei asli nce aff
Security benefits, there have been no direct 1eg¢g
Security benefits since 1993,

CurrBRmdpoAddmrsessilagathen of Sc

Security Benefits

In thCGongeodbsi hat wohlhd dt ad ateironn of Shoacviea Ib eSeenc ur i
introduced. Each is described briefly bel ow.

H. R., 58h7Tee Social S ¢ wausr iitnytirfocdtuhceefdH2 @ 5 8, on Januar

20Jb9y Represehmadddet Consto applying the Social

earnings above $300, 000 and pr ovitdhen goluarewneenfti t ¢ 1
taxable maxHmRBRmwa@mBaipnltd ¢ e cluargpar eomvti s 1 onht e s hobdes

for federal income taxation of Social Security t
of Social Security buepnleefsi twsi tfho rp rionvdiisviiodnuaall si nacnodm
threshold The separatendenonvidoowanstl nlgahwo ma di i ds
and married couples filing jointly woulTdhebe 7repl
separateuntheecshdddt tlaaxwmt i on of up to 50% of Soci
to 85% of Social Securitwyi tbhe me fsiitnkp.1Bl stfhérve s thlod db ¢
woul d t8a5x% uvopf tSoocial Security benefits for tax f
than S$.The,whOpOr ovisionalwoiund odoimmodtd dbaed sthew ldhanges i
or average whHgRswo6 édfaseunlatec tiend,l ess 1 ncome tax revV
Security trust funds, tRaad |lMeothidremenHIsysusm. f Garx
revenues would be appropriated i@ tmoaamdlh fFfemdir
H. R., 88Wei al Se c uwaist yi n2t1r0o0d uAccetd, i n t hbyHouse on
Represent aAt icwemphmS$ibomh6Wwas introduced in the Sena
by Senat orThBed umwednlltdh ailncr ease the Social Security
share of aggregsaubej eccotv etroc dt heea r Snoiicmgasrlbeca®iseef u t 1 t 'y p a
for all kdmafgiecitdhrei dsn,dex us-efli tongadadmdat mennsny.
change the federal 1income.Stpexatliihemmvbdidflldocial Sec
rgl ace the separate provisional income threshold
Social Security benefits and uphitgohadrS % lbrfe sSoali dsl
taxation of wup to 85% of, POGifndgrl sedudietry hane f§il t
married couphAss aftrkse opitullads wmteldyw.ce t he number of |
pay federal 1income taxesThoesmpo urhabqgiuri rSeo ctihaalt Stehceu rMet
HI t r us tl df uhnadr nblee shse in 1i ght ¥ f the 1l ost 1income

®The SSA’>s Office of the Chief Actuary and the CBO produce.
attributable to the federal income taxation of Social Security benefits wouldeioted to the HI trust fund to replicate

the approximate total revenue that would have been designated as HI trust fund revenue under current law. The

remaining portion of revenue from the federal income taxation of Social Security benefits would teel dir¢ice

Social Security trust funds. Letter from Stephen C. Goss, chief actuary, Social Security Administration, to Chairman

Larson, Senator Blumenthal, and Senator Van Hollen, September 18, 20tt8s:aiwww.ssa.gowaactsolvency/
LarsonBlumenthalVanHollen_20190918.pHétter from Phillip L. Swagel, director, CBO, to Chairman Larson,

October 10, 2019, &ttps://www.cbo.gowystemfiles/201910hr860Itr_1.pdf
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H. . R. ,388Bbhi1or Citizens,wdaxi Bl rmdoaeaetdonnA¢he Hous c
20 )9y Re pr eMaesnsltivact uididei mi nat e the federal 1income t a
benefits and Railroad HRetRir, 8mMetnito nTi86r olf btehnee flintts
Revenue Codechbfpdé®d&86dewhfor the federal 1income t
anRlailroad TRetri rlewlvesmiteltt i a ppl y to any taxable year
date of eHaRt nBeAnfelroafl funds would be appropriatec
the Socidlyubdes andl tHHteufMia di bar mlee slso sfsr oonf tihn c o me
t ax r eGueenneureasd.] ¥ @wmldd be appRaop rResadde @t t oystthem in

amounts needed to compensate for the 1ost 1ncome
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Appendix. Ta x at i on oUn dBeerne fi t s
SpecSiatluati ons

Lumpum Distributions

A Soc Security besafn diastty ihadywiefddane od v e eare If u mp
tyleias situambybuobpsesd weeme f woi aney hods for
g thel ¢t mpanb Ida sp a@i tbjudinnoenf uddh eal l of t he
s 1n calculating t hree ctaalxcawllagteeb etnheef iptrsi
negfiatrs imciomg @midort ake the difference |
s and the taxablelbherefhets capert¢cdheindada
s ardliendhedame fmhrhadhemputrregtt lye atra xabl e
s ismmeprimcomeasdurces gPamevrn sliloynmadx dlnwdand
tiof are included.
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ometimes a Social Securri toyv ebrepnaeyfmecnita royf nbuesnte frietry
h e alculation of taxable Sociagr decubengfbencl
he epeawene nitf the repayment 1s f.&oraarmbiecende fi t 71 e
a
e

= O

Xx payerosi nfti,lrientegdt rah etnlsduimt 0 fe dsbawlc ¢ a bt pgNeoswr i t y
n el feistss t he. repayment

however, the repayment results in negative net
exi1s¢l) there are no atxgpxaybbree mabylnee fti atsk eadnudc t( 2p a rt th
negative mnet Soicfi ailt Sweacsu riintcyl ubdeende fiinf? gr oss i ncom

CoordinationCompWNonskteiren

Foirndi vinddtehrles full whoirementeageoecwaltk8ecurity di
bengYacisal Secamdetdy ckan & fya nay pwe’ eotnspoenn soaft i o n

paymeonptasynfent s from some ot Rerr epcuebilviecd dffys at bhiel iitnyd
Wor Keompensation 1is g@en areallfSlogciimaalt iStreacxuarbiltey. bAe n e f
the reweaikpdadmnspdns sttdaddsidered to be ,a hSooweivaelr ,Secu
so income taxes are computed ba*ed on the full (

40 An individual originally denied benefits, but approved on appeal, may receive aslumpmount for the period
when benefits were denied (which may be prior ye&=sginternalRevenue Servic&ublication 915  “ LSum p
Election This is not the lumysum death benefitvhich is not subject to federal income tax.

41See“ L u #8pm Electiori Internal Revenue ServicBublication 915

42 For details on the repayment computations,lisegnal Revenue ServicBublication 915“Repayments More Than

Gross Benefits

“See section on “Workers’ Compens aGRSReportaRd494&paiab 1 i ¢ Di sabil i
Security Disability Insurance (SSDI) and Supplemental Security Income (SSI): Eligibility, Benefits, and Financing

44 Section 86(d)(3pf the Internal Revenue Code; see also United States Tax Court, T.C. Mem@420ARgust 28,
2012 athttp://www.ustaxcourt.gowiOpHistoricmoorermemo.TCM.WPD.pdand United States Tax CouftC.
SummaryOpinion201466, July 10, 2014 athttps://www.ustaxcourt.goldOpHistoric/
EnglishSummary.Gerber.SUM.WPD.pdf
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Treat ment of Nonresident Aliens
Citizenshiptaosr@dociwdeqiecDNdnt yslbideanmstnidaesr. I RS

definmay omscgeive benefits provided they have eng
ot herwise meet ellhgi hRESa depdon meesa gl emeéemaikti i zen who
(1) 1s not a lawful per m@meennt @axradnldibsst2 n( t his 1 s
physically mirtBtesabtnets ifne wehre tthan 31 days in the pr
183 days 1itnhhtykee rpdypeecroiwom s i n g n actahleetnhdea rd ayyesar and a
portion otfhtewpeedapgnsianalehdari sabnownsrdasal/tPeeser
Te)™d n general, 85% of the Sociadrt@edbrdiet.y, benefi
nond hef t hr e sahtolad s3 edoprvaytye r, t here are a number ¢
general rule on the basis of tax treaties such t

may mnot have U. S. Social Seaex#sty benefits subj e

Withhol ding

In general, withholding for a wage earner 1s bas
cearnings at the periodic (weekly, Dbiweekly, mont
and the associatecdc taamoarSigtc mafk nfoens edi by 1 ncome ¢ a
recipient during the tax year. The Social Secur:i
amount of other income received by a beneficiar)y
taxeshohadd be withheld from SoacxipaalySWedwdi tSe clua n ¢
recipients can make quarténl gddstimatedffrcomwet
issued in February 1999, indivndufitemm8ygcrebuBSst
benefits

Nonr e sliideennst raesi ding outside the United States a
rul es Section 871 of t h30%Wamx ewintaHalbdRleditmm et Co O &
of the U.S. iidnecnotmea loife nnsoonruensl e ss a |l ower rate 1S5
(or 25.5%) of ’sa Snoocniraels iSdeecnutr iatlyi ebnene fi t s may be

taxes.

45 Seelnternal Revenue ServicBublication519  “ U. S. Ta x G uhitps:#wwi.iosigovabirs-pdid s , > at

p519.pdf

46 Seelnternal Revenue ServicBublication519 and Internal Revenue Service, “Tax Tr

https://www.irs.govihdividualsinternationaltaxpayergbx-treatytables

47The Uruguay Round Agreements ABLI. 103465 amended the Internal Revenue Code to allow individuals to
request voluntary tax withholding from certain federal payments to satisfy their income tax liability. An amendment to
Section 207 of the Social Securfgct allowed voluntary tax withholding from Social Security benefits, effective with
payments issued in February 1998e Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA,

107-16) permitted voluntary withholding from Social Security benefits at rates of 7%, and equal to the bottom three tax
bracket tax rates (currently 10%, 15%, and 25Bkg Tax Relief, Unemployment Insurance Reauthorization, and Job
Creation Act of 2010R.L. 111312 extended the EGTRRA provisions to tax year 2012 Ammerican Taxpayer

Relief Act 0f2012 (ATRA P.L. 112240 made the EGTRRA provisions permanéBgcause they are not subject to

the federal income tax, Supplemental Security Income payments, Black Lung paymentsyévfgditeum refunds,

Lump Sum Death Payments, returned check reissuances, and benefits due before January 1984 are not subject to
voluntary tax withholding.
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